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ACROSS THE EDITOR’S DESK 


Another of the editor’s childhood illusions was ex- 
ploded this month, when we opened a letter from one of 
our authors for this issue. The trigger man was Joe Van 
Camp, Budget Director for The Parker Pen Company. 
We're not accusing Joe of being the kind of fellow who 

es around frightening children and taking candy away 
oes babies, but we felt pretty much like the six-year- 
old who caught his dad putting on a Santa Claus suit 
when we found Joe’s letter was prepared, of all things, 
on an ordinary typewriter, even as yours and mine. 


Oh, unhappy disillusionment! In our grammar school 


. years we formed, quite young, the idea that people who 


work in a candy factory continually eat candy, people 
who work in a soda-pop factory drink nothing but cherry 
soda, and by gosh people who work for a fountain pen 
company use nothing, no nothing else but fountain pens 
for all their written communications. 


What a happy picture our boyish mind conjured up! 
Just imagine yourself making a business call on the 
makers of the world’s most wanted pen .... at the re- 
ceptionist’s desk, you pull up your right sleeve to bare 
your wrist, where a pretty young thing engraves in per- 
manent ink a Parker code number identifying you for 
life--on future calls, no need to even mention your name; 
just flick up your sleeve, and walk on in. Within the 
office, over in the stenographic pool, things are strangely 
quiet. Not a typewriter clicks--no typewriters! A bevy of 
pretty girls, with Miss Penmanship of 1955 at the first 
desk, are busily transcribing the day’s masterpieces of 
dictation using Parker Noiseless Pens. Walking stern- 
faced among them, a two-gallon ink tank strapped to her 
back, the supervisor keeps a close eye on each ink well, 
stretching out a hose to refill at just the precise moment. 
On stepping into the Inner Sanctum, you find the big 
boss himself gazing at you, not over a row of pushbuttons 
but an array of desk pens, covering every model ever 
manufactured, At the far left is a turkey quill, the line 
extending over to the extreme right edge of the desk, 
where the as yet unannounced electronic model, which 
adds a column of figures as they are written, reposes. 


Mr. VanCamp’s typewritten letter took care of all 
that. There aren’t many of our young impressions left to 
explode, We still believe, nonetheless, that the moon is 
— <- green cheese. Let’s see somebody take care of 

at one 


ABOUT OUR AUTHORS 

J.W. (Joe) Van Camp, a really nice guy, attended the 
University of Wisconsin, graduating (BA) in 1942. He 
promptly put his education to use by serving as an 
officer in the U. S. Navy through World War II. He was 
then with Ernst & Ernst for two years and Arthur Anderson 
& Co., Milwaukee for three years, before joining the 
Parker Pen Company, where he is now Budget Director. 
Joe’s article this month outlines the talk he made at the 
New York Marketing Conference, sponsored by the Na 
tional Industrial Conference Board, in September. 


C.B. Holdsworth is Supervising Engineer, handling 
accounting, budgeting and financial problems for the 
Business Research Corporation, Chicago. Before be- 
coming associated with this organization he was Division 
Controller of the Propellar Division, Curtis-Wright Cor- 
poration, and prior to that he was Treasurer of the 
Aluminum Alloys Corporation, and Controller of the 
Capco Steel and Engineering Company, both of Detroit. 
Mr. Holdsworth is a charter member of the Tax Execu- 
tives Institute, New York. Chapter; the Newark Control 
of the Controllers Institute; and the Patterson, N. J. 
Chapter of the National Association of Cost Accountants. 
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FORECASTING SALES OF THE WORLD’S MOST WANTED PEN 


By Jos. W. Van Camp 
Budget Director, The Parker Pen Company, Janesville, Wisconsin 


Every good budget must begin with a good sales forecast. Without that good beginning no amount of skill 
can produce a dependable or workable budget. The efficient Budget Director, therefore, must be prepared to 
produce or help to produce the very best sales estimate that can be made. Here's how Parker, world-famous 
pen makers, get good budgets by first getting good sales estimates. 


Before anyone can attempt to forecast sales, the man- 
agement of his company must want and need that forecast. 
A need must exist because without an understanding and 
cooperative attitude at all management levels (in sales, 
finance, manufacturing and research) the forecast will 
not be successful. 


My outline of a successful sales forecaster includes 
the abilities to select forecastable measuring sticks, to 
interpret their significance, and to translate them into 
the market potential for his product. 


Also included is the ability to reflect in the forecast 
the trend of economic conditions which affect the sales 
of his product and a seasoned appraisal of all these fore- 
casting factors in the light of their effect on his company 
and the industry. This latter you will recognize as that 
indispensable factor, management judgement. 


Before getting into the details of our procedures, it 
might be helpful to review a capsule history of our com- 
pany and its industry-- 


Three generations of the Parker family have close 
association with every one of the long list of company 
milestones, starting with the original patent in 1889 and 
an investment of $1,000. 


The very first fountain pen, called the Lucky Curve, 
was put together by George S. Parker, Founder of the 
company, in loft space above the Janesville opera house. 
The big Duofold of the 20’s, the Vacumatic, the present 
day ‘‘51’’ and ‘‘21’’ models, and the brand new Jotter 
ball point represent timely refinements by his son Kenneth 
and grandson Daniel in their ceaseless efforts to satisfy 
the writing needs of every population group in the world. 


Today’s pens, the Cadillacs of the industry, are sold 
in every enterable country on earth. While my comments 
concern principally the domestic situation, we also have 
a very significant foreign forecasting problem. Foreign 
subsidiaries handle part of the operations outside of 
this country, but we also manufacture here for both the 
foreign and domestic markets. 


The home office and our principal manufacturing plant 
(which, incidentally, was credited last year by LIFE mag- 
azine with being one of America’s most moder industrial 
buildings) are located in Janesville, Wisconsin. A smaller 
plant for ink manufacturing is located in Menomonie, 
Wisconsin. 


The writing instrument industry is not mammoth in 
size. The total industry sales are exceeded by many in- 
dividual companies in other industries. Yet, at the same 
time, our industry is not small. It deals with a basic tool 
needed by all the literate peoples of the world. This tool 
is the help, or hindrance, to the product of your mind as 
you use it. All this awareness stimulates product interest 
from a sales viewpoint. There are always more than 100 
firms in our business in this country alone. 


_ In the 20’s our industry divided itself into two separate 
fields. One was that aiming only at function. 


When the time for decision came, The Parker Pen Company 
decided that function could be combined with prestige. 


Starting with the first colored pen--that big red-orange 
duofold--this little Wisconsin firm set the then existing 
market topsy-turvy. Parker’s sales graph fluttered and 
then climbed for the ceiling. These same results caught 
the fancy of other manufacturers and ever since then owt 
industry has been highly competitive. The fact that The 
Parker Pen Company is the second oldest, continuous 
advertiser in THE SATURDAY EVENING POST attests to 
the promotional activity of our industry. 


Our distribution policy is to sell direct to the retailer 
because we have found that over 40% of those customers 
deciding to buy a fine quality pen do not specify brand 
when they start comparing at the pen counter. We do not 
leave any more of the job than necessary to those un- 
familiar with its details. More than 25,000 active accounts 
are served by our field sales organization of about 150 people. 


The attractiveness of this type of personal product has 
gradually caused a shift from the level line sales graph 
experienced by other industries to a Parker graph showing 
several large ‘‘mountains’’ at Graduation and School 
Opening and the largest of them all at Christmas. 


There we have the fundamental need for sales fore- 
casting at Parker. These extreme seasonal variations 
have a pronounced affect on the activities of the manu- 
facturing, the selling, the financial, and the research div- 
isions in our company. 


These very distinct seasonal patterns have raised many 
problems in production and marketing, as you can readily 
understand. In order to achieve some semblance of level 
production--in order to plan our promotional and distri- 
bution activities and -our profits--we must have a forecast. 


The present scope of our forecasting is limited to the 
short-term. It has worked best for us to forecast a twelve 
month period every six months. The forecasts are pre- 
pared about a month ahead of the start of each six-month 
fiscal period. Revisions are rarely made. The only reasons 
for revision would be introduction of a new model, change 
in prices, or radical change in external conditions. 


Briefly (and I am going to summarize the procedures 
now before discussing them in detail), our sales forecast- 
ing method has as its starting point an average of two 
estimates of total sales expectancy. 


The first based on consumer purchasing power because 
the demand for our product is quite elastic, and the 
second based on past sales--because, with given levels 
of sales effort and consumer purchasing power, a re- 
peat pattern can be expected. 


The final forecast figure is determined by the applicat- 
ion of management judgement to this statistical starting point. 

Now let’s look at the procedure in detail. The b@sis for 
our measure of consumer purchasing power is ‘‘per capita 
disposable income."’ 

In 1949 a consulting firm was employed by our company 
to study our forecasting problems. The general format 
ty incorporated in our present day 


(Continued on page 5) 
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ILLUSTRATION OF ONE COMPANY'S SALES FORECASTING FORMULA — CONSUMER GOODS INDUSTRY 


Effective Potential Adjustment Adjustment | Adjusted Company Per Cent of 
Buying Income | Company For for Company| Potential Dollar State 
Per Capita Sales in Cents |Business Magazine Company Potential Potential 
(Sales Per Capita Phones Advertising) Sales per Per State Figures in 
Management— (Interpreted Capita Col. @times | Col. 
Survey Issue) | ¢rom Basic Col. @ times! Trading Area | U.S. Total 

Table) Population of 

Col. State 


(2) @) ©) (5) 6) @ 


Alabama $ 992, $ .10 - 900 1.050 $ .0945 $288,000 1.090 
Arizona 1,416. 1,100 1,100 3025 256,000 450 
Arkansas 952. .08 -850 1,050 .0714 119,000 «600 

50% of the These percent— 


total of this ges are 
column is com-|@Pplied to the 
This chart illustrates the Way the Parker Pen Company uses figures reported in the bined with 50% ; management— 
of the average |finalizea" 


of past three total company 
years! sales, dollar potent- 


The editors of Business Budgeting are interested in hearing of other applications of Management then Te catetele 
such figures for sales forecasting purposes——if you have a pet formula that you don’t raeiuar ie 4 further sub- 
mind sharing, send it to us. figure. divived into 

Trading Areas. 


Sales Management Survey, to work out their sales forecast, as described in the article 


‘*Forecasting Sales of the World’s Most Wanted Pen”’ in this issue. 
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FORECASTING SALES (Continued from page 3) 


sales forecasting procedures. At that time extensive re- 
search was made into our past sales performances, and 
into statistics on disposable income per capita. A correl- 
ation between Parker sales and per capita disposable in- 
come was determined and translated into a table. This 
table shows, for example, that if disposable income is 
$992 per capita for the State of Alabama, Parker's sales 
expectancy is 10 cents per capita--the sales expectancy 
for all imcome groups at that level. 


In preparing a typical forecast we take effective buying 
income per capita from the ‘‘Survey of Buying Power’”’ 
issue of SALES MANAGEMENT magazine. In previous 
years we have also used the United States Department of 
Commerce annual per capitaincome figures, as reported in 
the August issue of the ‘‘Survey of Current Business.’’ 
These figures were not disposable income figures however. 
The tax bite adjustment became too complex and unreliable. 


The state figures of per capita effective buying income 
shown on page 242 of the 1954 SURVEY issue of SALES 
MANAGEMENT are translated by reference to the Parker 
sales expectancy tables into potential Parker sales. 


Adjustments are then made to this Parker potential 
figure for business phones and Parker magazine advertis- 
ing. Basically, these adjustement to the state figures re- 
flect the variation of statistics for Alabama, for example, 
from those of the median state. 


A third adjustment is now being developed. This will 
be based on the per capita cost in those areas served by 
our new national television program, ‘‘Four-Star Play- 
house’.’ This will serve as another measure of the inten- 
sity of our promotional activities. 


Why do we use business phones? 


Historically, Parker sales have shown an affinity to 
the rise and fall of business phones. Increased business 
activity in an area means greater use of our products. The 
formula has been set up so that by obtaining current 
figures from the American Telephone and Telegraph Com- 
pany we can up-date the formula. 


The circulation of magazines carrying Parker advertis- 
ing is obtained from our advertising agency. These figures 
reflect the intensity of our sales effort as a measure of 
its effectiveness within a state. 


The United States total of this adjusted figure is then 
averaged with an actual figure representing the average of 
the past three years of Parker sales. This reflects the 
degree of consumer acceptance of our products. Some 
years these two are given equal weight. At other times a 
60%-40% weight is used, depending on various company factors. 


Now, after having adjusted the per capita disposable 
income figures for business phones, and for our magazine 
and television advertising, and having given a 50% weight 
to past sales, management judgement enters the picture. 
Executives in the sales department must evaluate this 
Statistical starting point in the light of many things in- 
cluding current distribution problems. Examples of these 
are dealer inventories, dealer psychology, consumer 
psychology, increased sales effort, new products, com- 
petition and others. The future trends of general economic 
conditions also enter the formula here. Management’s 
judgement of those trends is frequently influenced and 
modified by the opinions of others, by past experience 
and from reviews of literature bearing on economic pre- 
dictions. Among the many publications available for this 
burpose, I recommend for your consideration a monthly 
ublication of our 1949 consultants called ‘‘Business 


Outlook Forecast.’’ This discusses income, production, 
retail sales and inventories. 


This management-a greed-upon figure then becomes our 
forecast of total United States sales for the ensuing 
twelve months. 


Here is how that forecast is used. 


First of all, the sales department uses the figures in 
setting territorial quotas for the salesmen. We start with 
the state total dollar potential figures which have been 
adjusted to reflect management changes. 


These state totals are further subdivided into Trading 
Areas through the use of a Hearst Magazines publication 
called ‘‘Buying Power Index’’. This computation is 
based on the relative value of the buying quality of each 
Trading Area to the state, The Hearst figures are a very 
effective replacement for the strict use of population 
only to break down the states into smaller areas. In com- 
puting their Buying Power Indices for each of more than 
600 Trading Areas, Hearst uses twenty-one factors 
divided into four groups of equal weight, viz.: (1) People 
and Homes, (2) Buying Power, (3) Standards of Living 
and (4) Volume of Business, 


This Trading Area break-down becomes the salesman’s 
quota which varies each week based on the anticipated 
seasonal variation of our sales and other factors. The 
quota sheet is in the form of an IBM report showing the 
weekly quotas for an entire quarter--by product lines, 
One quota is given for the ‘‘center’’ of each Trading Area 


in the territory and another for the balance of each Trad- 
ing Area, 


Another use of the forecast within the sales department 
comes under the heading of marketing cost control. It is 
used as a guide in preparing budgets for marketing and 
distribution costs, particularly those costs which vary 
with the sales volume. The advertising department also 
depends on an accurate forecast because commitments 
for advertising expenditures must be made far in advance. 


The manufacturing division also uses the forecast to 
plan level production. Recent selling trends modified by 
known future factors, for example, a new product model, 
permit the translation of forecasted dollar totals into 
product models and units. This breakdown, further sub- 
divided by color and point size, is integrated with present 
inventories and desired future inventgry levels by the 
Scheduling and Planning department. ‘his enables the 
works manager to maintain a reasonably level work force 
throughout the year and permits the purchasing director 
to order materials and parts in economical quantities. 


Another use, and as far as I personally am concerned, 
the most important, is in the preparation of the company’s 
operating budget. 


The importance of sales forecasting to profit and loss 
budgeting may be likened to an oil painting--no matter 
how exquisite the tinting--no matter how skilled the 
artist-they go for naught without a canvas, 


Budgeting, based on the canvas of the sales forecast, 
permits management to visualize, not only the company’s 
position saleswise, but what our planned profits will be. 
It gives management a warning if the picture is not right. 
They are better able to control profits, the life purpose of 
every business. Henry Ford said the most important busi- 
ness success factor is to keep an eye always to profit. 
Because the picture is continually changing, no business 
can survive today without a profit-and-loss budget. 


Another use we make of the sales forecast is in planning 
(Continued on page 6) 
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FORECASTING SALES 
(Continued from page 5) 


our cash position. Before any forecast of cash can be 
attempted, we mist know what the sales volume will be 
since collections from accounts receivable are the only 
source of our revenue. 


Since about one-half of the world wide sales of Parker 
products are made for distribution outside of the United 
States, you may be interested in a brief comment on fore- 
casting these sales. 


Our English company forecasts in much the same way 
as we do. The British government and other organizations 
make available statistics that are comparable to our dis- 
posable income figures. Weight is given to past experience, 
growing trends in the various consumer classes and geo- 
graphic subdivisions, And the Political Situation. This 
latter factor is a most significant one in practically every 
country in the world. Since there is no statistical way of 
reflecting this in the forecast, it becomes a part of the 
management judgement factor. 


The forecasts of sales in the rest of the world are af- 
fected by the currency exchange situation in addition to 
politics and therefore become educated ‘‘guesstimates’’. 
Representatives of our Export Department are continually 
in close contact with the situations in all the foreign 
countries. They keep posted through frequent correspon- 
dence and personal visits with distributors. Total dollar 
estimates of foreign sales are converted into products and 
units based on historical data for use in scheduling of 
production and in profit and loss budgetu.z The total 
dollar figure is used by the Export Department in controll- 
ing their own marketing and distribution costs. 


What does all this mean to you? 
How can you put our formula to work for you? 
You can’t! | 


There is no one method of analysis which applies to all 
types of business. Factually, there are as many types of 
market analysis as there are marketing problems. The ob- 
jectives are the same but the method is one that you must 
adapt for your own individual company. 


However, there are certain broad requirements for any 
forecasting program--- 


First of all you need detailed statistics concernin 
your sales for de past years. After eliminating the obvi- 
ously unusual years, you must determine the correlation 
of your sales to a forecastable base. For the majority of 
us in consumer goods industries, this base will be per 
capita disposable income. 


Maybe you won’t find a direct correlation. Perhaps 
logical adjustments should be made such as the Quality 
Market Index which, along with others, is described inthe 
*“Sales Management’’ study. 


One good feature which I strongly recommend is the use 
of current figures to bring the entire formula up-to-date. 


In order to do this you must keep the basic table for in- 
terpreting your share of the market potential as close to 
the beginning of your formula as possible. Make the 
current adjustments to your own potential figures. By do- 
ing that, other adjustments can be added as you find them 
necessary. 


Once you have worked out your formula, never be satis- 
fied with it. Keep trying to find ways of refinement. Tasks 
which seemed impossible a few years ago because of the 
massive volume of details are now within the scope of 
electronic accounting machines. New statistics are con- 


tinually becoming available. 


Thereis no reason why you cannot provide your manage- 
ment with the finest canvas on which to paint their profit 
picture. 


LOOKING AHEAD 


Budget men aren’t the only ones who look to the future. 
The National Office Management Association recently 
‘looked ahead ten years’’ and came up with some inter- 
esting predictions. Every budget man should paste these 
in the visor of his cap, where he’ll see them every time 
he looks up from his crystal ball: 


1. Common language integration of all types of office 
machines will become a reality among all except small 
companies. Desk model electronic calculators will 
become available. 


2. There will be an influx of office staff specialists. 
They will concentrate on methods and machines. Many 
will be engineers with a strong mathematical background. 


3. The office manager will become less an accountant 
and more a methods and machine specialist himself. 
Because of the heavy investment in increased mechani- 
zation and the growing realization of the importance of 
office-furnished data, the office managerial function will 
penetrate into most company departments. 


4. Office clerical personnel will be forced to take 
much more in-service training to handle the multitude of 
new machines that will be developed. 


5. Although mechanization and the greater use of 
electronics will slow down the trend toward bigger office 
staffs, new and expanding functions of the office will 
keep the office staff growing. 


6. Office salaries will continue to rise. Personnel 
will have to be more highly trained. Many clerks with or 
without high-school training will give way to college 
graduates with business and engineering specialties. 


7. Some companies will be experimenting with a four- 
and-a-half-day week. Many concerns with large or costly 
installations of office equipment will use a second shift 
in order to get the fullest possible return from the ma- 
chines. 


8. Mechanization, electronics, and the growth of 
office service centers will force increased standardi- 
zation of office methods and systems. Wasteful ‘‘traditions”’ 
and so-called courtesies will be eliminated from all types 
of office work. For example, monthly statements to 
customers will all but disappear. 


WHY BUSINESSES FAIL 
As Reported by Dun and Bradstreet 
1. Incompetence accounts for 50.3% of all failures. 
This category covers the miscalculation of the market, 
merchandise carried, bad choice of location and un- 
certain estimates of overhead cost. 


2. Unbalanced experience accounts for 16.8% of all 
failures--unbalanced experience as used here means the 
owner or operator was not well-rounded in production, 
financing, purchasing, and related functions. 


3. 11.3% of business failures result from lack of 
managerial skill in handling such operations as work 
flow, inventories, customer credit or labor relations. 


4. The lack of experience in a particular line accounts 
for 11% of the failures. So as not to mislead you I must 
explain that these failures were primarily due to shifting 

(Continued on page 8) 
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FORECASTING FOR FINANCIAL PLANNING 


By: C. B. Holdsworth 
Supervising Engineer, Business Research Corporation, Chicago 
What is the difference between “‘estimating’’ and ‘‘budgeting’'? It's about like the answer to ‘‘What's the difference 


between ‘results’ and ‘consequences’? — Results are what you expect, and, Consequences are what you get’’. The obvious 
conclusion is that you'd better prepare to budget, or be prepared to pay the consequences. 


The subject of ‘‘Forecasting for Financial Planning’’ 
is particularly exciting at this moment, because as we all 
know, the pressure on management for more efficient 
operation is focusing attention of this technique as the 
basis instrument of direction and cor-rol. 


I hope that some of the ideas that will be developed in 
this article will help each of us in our respective interests 
in the application of sound ‘‘Forecasting for Financial 
Planning’’. 


Another thing that makes this an exciting subject is the 
widespread need of it. 


As I understand it: 


Business forecasting is the calculation of reasonable 
probabilities about the future, based on the analysis 
of all the latest relevant information tested and logi- 
cally sound statistically and econometric techniques, 
interpreted, modified and applied in terms of an ex- 
ecutive’s personal judgment and special knowledge of 
his own business. 


Whereas, budgeting embraces: (1) the establishment in 
advance of the objectives or end results of the budget 
period; (2) the providing of a means for the planning 
and coordinating of the activities of the various oper 
ations and functions of the business; (3) and the pro- 
viding of a period-to-period basis for comparison to 
show if the plan is being realized and if not realized 
indicate how to control the variations if current ob- 
jectives are to be obtained. 


I believe forecasting should be an integral part of a 
sound budget program. If this is done, it becomes of real 
value in many areas of management planning and policy 
determination, such as: 


1, Planning Operations for profit 

2. Provision for future financial requirements 
3. Capital expenditure control 

4. Planning production schedules 

5. Establishing realistic inventory control. 


It has often been said that operations of a particular 


business cannot be forecast because of its peculiar nature. 


However, I have yet to find an organization in which fore- 
casting is not going on in some form or other. If not on an 
organized basis, it still is carried on at various points in 
connection with determining sales quotas, production 
schedules, equipment requirements, working capital needs, etc. 


This only can lead to uncorrelated, and in many cases, 
inconsistent results. You more than likely have seen 
plenty of this. How much better it is to draw together in 
orderly form, based on uniformed premises and reflecting 
the best thinking of all concerned. 


However, many forecasting programs can be properly 
criticized because of the immense amount of detail in- 
volved and the high cost of operation of such a program. 
No forecast can be expected to be accurate, only in re- 
asonable limits. It is therefore futile to inject into a fore- 
cast a degree of accuracy which is unattainable or of 
little value. A realistic approach will limit details to 
those appropriate to the purpose to be served. 


There is a place in the program for both a short-range 
and long-range forecast. 


A short-range forecast covers a period of approximately 
12 months and is usually subject to monthly revisions. 
Some objection may be advanced on the theory it in- 
volves too much work. However, revisions on a reg- 
ular schedule, designed to fit into monthly workloads, 
operate more smoothly than intermittent revisions at 
odd dates throughout the year. 


The long-range forecast, on the other hand, may cover 
a period of three to five years and in quite a few com- 
panies up to 10 years, should not require frequent re- 
visions. It is very useful as a basis for economic 
decisions affecting future periods. Unless the demand 
for company’s products is subject to rapid changes, an 
annual review of the basic economic, industry, company 
sales, and financial forecasts should suffice. 


Because the short-range forecast is the most useful 
of the two as a current management tool, my remarks will 
relate primarily to its preparation, although the same prin- 
ciples may be applied in either case. 


The principal forecasts required for an effective pro- 
gram of financial planning cover four major areas: (1) the 
profit-and-loss forecast; (2) the capital expenditures fore- 
cast; (3) the cash forecast; and (4) projected balance 
sheet forecast. 


THE PROFIT AND LOSS FORECAST 


Let us turn first to the profit-and-loss forecast which 
consists of the sales forecast and the operating forecast 
proper. If the company consists of one plant or division, 
the entire operational picture can be presented on these 
two forms. In a divisionalized operation, it is usually 
desirable to have such forms for each division, as well as 
a consolidated presentation for the whole company. 


The divisional sales forecast can show the sales by 
product group or specific product lines. It should forecast 
not only the present backlog of firm orders, but also those 
expected to be received for shipment during the period 
covered. Sales prices should reflect the best estimate of 
probable prices during the period. 


It is not possible in the space allotted to discuss in 
detail the use of scientific market analyses or indexes 
used in the development of a sales forecast. 


Once the sales forecast is completed, we are now ready 


to prepare the profit-and-loss forecast and the steps in- 
volved are: 


1. Net Sales are taken from sales forecast. 
2. Gross profit at standard is determined. 


3. Manufacturing expense and other variances are 
estimated. 


4. Gross profit, operating profit and the percent 
of the latter to sales are determined. a 


After the separate divisional forecasts have been pre- 
(Continued on page 8) 
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FORECASTING FOR FINANCIAL PLANNING 
(Continued from page 7) 


pared, these are combined to produce a consolidated 
profit and loss forecast. 


Charts offer an excellent medium for getting across to 
management the significance of the forecast. As an exam- 
ple, a chart which shows the forecast in relation to past 
performance is very valuable in helping high light ‘‘where 
we are’’ and ‘‘where we are going’’. This chart and similar 
charts for each division are very essential for a better 
understanding. 


The next three major forecasts (Capital Expenditures, 
Cash and Projected Balance Sheet), are sometimes group- 
ed together under financial forecast, however, I prefer 
because of their importance to the overall picture to dis- 
cuss each separately. 


CAPITAL EXPENDITURE FORECAST 


The capital expenditures forecast provides a means of 
planning acquisitions, additions and improvements of pro- 
perty and facilities in an orderly manner and in close 
harmony with other plans for the development of the com- 
pany’s business as expressed by its other forecasts. It 
also providesa guide for planning the capital expenditures 
to protect against overexpansion, while allowing for ade- 
quate facilities to take care of planning expansion needs. 


This forecast is usually prepared to show the estimate 
of probable expenditures that will be made over the per 
iod covered by projects. It is normally prepared only in 
sufficient detail to show the amount and timing of cash 
requirements to carry out the program. 


CASH FORECAST 


The best approach to arrive at the cash forecast is 
based on a simple premise that all transactions which will 
affect the cash account during a given period (irrespective 
of its length) may be placed in three classes, each readily 
determinable. These are: 


1. Cash gain or loss from operations. Operations dur- 
ing the period covered will result in either a profit 
or loss. This may easily be converted to a cash 
basis to show the resultant gain or loss in cash. 
The information is taken directly from the profit 
and loss forecast. 


2. Changes in volume or level of activity during the 
period, which result in higher or lower receivables, 
inventories and current assets and liabilities. The 
determination of these is based on the principle that 
each level of business volume requires a corre- 
sponding tie-up of working capital in receivables 
and inventories, with proportionately offsetting 
amounts in accounts payable and accruals. These 
relationships, based on actual experience, may be 
graphically determined and expressed in factoror 
chart form, use of which will permit ready deter- 
mination of the amounts to be expected at any 
level of activity. If the estimated amount of re- 
ceivables or inventories at the close of any period 
is higher than at its beginning, the increase is 
to represent an additional required ‘‘investment’’ 
in the item involved, and is treated as a correspond 
ing drain on cash. Conversely, a decrease is re- 
garded as a “‘liquidation’’ and is treated as an 
addition to cash. Increases and decreases in ac- 
counts payable and accruals, and the correspond- 
ing effects on cash, are similarly determined by 
the factor method. 


3. Other transactions, such as capital expenditures, 


dividend payments, and payment of Federal Tares. 
This group includes all transactions not embraced 
in the first two classes. If a capital expenditure 
control program is in effect, the person in charge 
of this undoubtedly will be the source for amounts 
of proposed capital expenditures and information 
will be taken direct from the Capital Expenditure 
Forecast. Information on Federal Tax payments, 
dividend payments, and other items is secured from 
the appropriate departments. 


PROJECTED BALANCE SHEET FORECAST 


When the forecasts of profit and loss and surplus, 
capital expenditures and cash, together with supporting 
forecasts, have been developed in reasonable detail, it 
is ordinarily an easy matter to determine the effect on 
balance sheet accounts. In many cases the changes in 
balance sheet items are directly disclosed by the respec- 
tive supporting forecasts. In the case of large: and more 
complex operations, it is usually desirable to journalize 
the transactions covered by each underlying forecast and 
to summarize these entries to determine the. resulting 
balance sheet changes. For example, skeleton journal 
entries derived from the sales forecast will credit sales 
and debit accounts receivables; estimated collections re- 
flected in the cash forecast will be debited to cash and 
credited to accounts receivables. Taxes accrued on the 
balance sheet will be debited by payments reflected in 
cash forecast and credited withthe amount of taxes charged 
to production (inventory) or to profit and loss (depending 
on the nature of the tax). 


The projected balance sheet is especially useful when 
the financial forecasts indicate a need for new financing, 
and plans have been projected for raising the required 
capital through new security issues, recapitalization, or 
other changes in financial structures. In any event, it 
shows the effect of the entire program on the financial 
position of the company at the end of the forecast period. 


CONCLUSION 


The fact,that makes this subject exciting to me is that 
it is one of the most important management tools that has 
been more or less overlooked in the immediate past era in 
which production has been king and profit automatic. 


Now profit making is rapidly becoming a science and 
management is becoming aware of the necessity of sound 
techniques in Forecasting for Financial Planning. 


In closing I would like to make this prediction: 


“Five years hence because of competition and 
profit targets most business firms will have made 
full utilization of the modern methods and tech- 
niques of forecasting’’. 


WHY BUSINESSES FAIL trom pase 6) 


from one type product to a totally different product. That 
is to say that a company engaged in the production of 
steel products would probably fail if it attempted to 
produce glass products. 


The balance of all business failures (10.6%) was due 
to neglect, fraud, disaster and other unknown reasons. 


If a new business is able to survive the first five 
years, the major portion of the battle is won because 58% 
of those business failing do so in the first five years. 


During the period 1947 through 1952 2,000,000 busi- 
nesses were started, but only 125,000 remained at the 
close of 1952. 
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